
Service Date:  October 4, 1994

DEPARTMENT OF PUBLIC SERVICE REGULATION
BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MONTANA

* * * * * * *

IN THE MATTER of the Joint Application ) UTILITY DIVISION
of GTE NORTHWEST INCORPORATED and )
CITIZENS TELECOMMUNICATIONS COMPANY ) DOCKET NO. 93.7.30
OF MONTANA for Approval of the Transfer )
of the Eureka, Libby and Troy Exchanges. ) ORDER NO. 5731c

IN THE MATTER Of the Complaint of )
Robert E. Todd and 58 Petitioners, )

)
Complainants, ) DOCKET NO. 94.1.9 

)
-vs- )

) (Docket remains open
GTE NORTHWEST INCORPORATED and ) for monitoring -to be
CITIZENS TELECOMMUNICATIONS COMPANY ) closed at a later
date. )
OF MONTANA, )

)
Defendants. )

FINAL ORDER APPROVING THE TRANSFER
OF THE EUREKA, LIBBY AND TROY EXCHANGES

FROM GTE NORTHWEST INCORPORATED TO
CITIZENS TELECOMMUNICATIONS COMPANY OF MONTANA
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APPEARANCES

FOR THE APPLICANT GTE-NORTHWEST INCORPORATED:

Thomas R. Parker, Esq., GTE Telephone Operations, P.O. Box
152092, Irving, Texas 75015-2092

Tom K. Hopgood, Esq., Luxan & Murfitt, P.O. Box 1144, Helena,
Montana 59624

FOR THE APPLICANT CITIZENS TELECOMMUNICATIONS
OF MONTANA:

Ellen S. Deutsch, Esq., Citizens Utilities, P.O. Box 340, Elk
Grove, California 95759

FOR THE MONTANA CONSUMER COUNSEL:

Mary Wright, Esq., 34 West Sixth Avenue, Helena, Montana 59601

FOR THE COMMISSION:

Eric N. Eck, Chief Revenue Requirements Bureau
Chuck Evilsizer, Staff Attorney

BEFORE:

Bob Rowe, Vice Chairman
Dave Fisher, Commissioner
Nancy McCaffree, Commissioner

FINDINGS OF FACT

BACKGROUND

1. On July 16, 1993, GTE Northwest Incorporated (GTE-NW) and

Citizens Telecommunications Company of Montana (Citizens Tel) filed

with the Montana Public Service Commission (Commission) an application

seeking approval for the sale by GTE-NW to Citizens Tel of all of its

Montana telephone operations which consist of three exchanges: Eureka,

Libby and Troy.  The three exchanges contain 7,263 access lines. 

Applicants submit that approval of the purchase of these telephone

properties is in the public interest.  Citizens Tel is a wholly owned
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subsidiary of Citizens Utilities.  In the application Citizens and

Citizens Tel state that they are financially sound utility companies

dedicated to providing customers the highest quality service at

reasonable cost.  Citizens Tel will operate its telephone properties

in accordance with all rules and orders issued by the Montana Public

Service Commission and will adopt and provide service pursuant to the

tariffs for GTE-NW in effect at the time of closing.

2. On July 30, 1993, the Commission issued a Notice of Joint

Application for Approval of Transfer and Intervention Deadline.  The

deadline for intervention in Docket No. 93.7.30 was August 25, 1993.

3. On July 29, 1993, the Commission issued Order No. 5731 which

was a Protective Order.

4. On August 30, 1993, the Commission issued Order No. 5731a

which was a Procedural Order.  That order established a hearing date

of January 11, 1994.

5. On August 31, 1993, the Montana Consumer Counsel (MCC) filed

a Protest to the Montana Telephone Cooperatives Petition to Intervene.

6. On September 1, 1993, the Commission issued a Notice of

Staff Action which granted intervention to the following parties:

Montana Consumer Counsel
Northwestern Telephone Systems, Inc.
MCI Telecommunications Corporation
Montana Telephone Cooperatives
Interbel Telephone Cooperative

7. On September 1, 1993, the Commission received a late-filed

request for intervention from AT&T.
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8. On September 8, 1993, the Montana Telephone Cooperatives

filed a response to the Protest of the Montana Consumer Counsel to the

Montana Telephone Cooperatives Petition to Intervene.

9. On September 10, 1993, the Commission issued a Notice of

Commission Action which granted AT&T=s request for late intervention.

10. On September 21, 1993, the Commission issued a Notice of

Commission Action which reset several dates including the date

prefiled testimony was due from GTE-NW and Citizens Tel.  The

remaining dates of the procedural schedule were suspended.

11. On October 5, 1993, Citizens Tel and GTE-NW filed direct

testimony in  Docket No. 93.7.30.  The witnesses for Citizens Tel were

Robert S. Crum and Mark T. Shine.  The witnesses for GTE-NW were

Timothy J. McCallion and John P. Blanchard.

12. On October 8, 1993, the Commission issued a Notice of

Commission Action which granted the protest filed by the

Montana Consumer Counsel to the intervention of the

Montana Telephone Cooperatives.  The Cooperatives were dismissed as

general intervenors but were granted status as DPLFXV#FXULDH.

13. On November 23, 1993, the Commission issued Order No. 5731b

which contained amendments to the procedural schedule and

Procedural Order No. 5731a.  That order set the hearing date for March

29, 1994.

14. On December 23, 1993, MCC filed the testimony of

Mr. Allen G. Buckalew.  No other intervenor filed testimony in

Docket No. 93.7.30.



GTE/Citizens Dockets 93.7.30 & 94.1.9/Final Order No. 5731c Page 5

15. On January 31, 1994, the Commission received a Petition from

Robert E. Todd.  Mr. Todd is a GTE-NW customer living in Troy.  The

Petition signed by 58 people requested that their multi-party service

be upgraded to single party service at a reasonable cost.  This

Petition was assigned Docket No. 94.1.9 and was consolidated with

Docket No. 93.7.30 for hearing purposes.

16. On February 22, 1994, GTE-NW filed the rebuttal testimony of

Walt Sorg and Ryan Gaddy.  GTE-NW indicated that it intended at the

hearing, to have Mr. Sorg adopt and sponsor the direct testimony

originally filed by Timothy J. McCallion and to have Mr. Gaddy adopt

and sponsor the direct testimony originally filed by

John P. Blanchard.

17. On February 25, 1994, the Commission issued a Notice of

Public Hearing.

18. On March 23, 1994, the Commission issued an Order to Show

Cause to GTE-NW and Citizens Tel to appear before the Commission and

show cause why the following described information designated as

proprietary should not be publicly disclosed and released from

proprietary protection:

1. The total purchase price proposed to be paid by to
GTE-NW by Citizens Tel for the three local exchanges
(Eureka, Libby and Troy).

2. The depreciated book value of each of the exchanges
proposed to be sold, and the total thereof; and all other
information and calculations used to determine said book
values.

3. The accumulated depreciation reserve of each of the
exchanges proposed to be sold, and the totals thereof, and
all other information and calculations used to determine the
net book values.
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4. The amount of Federal and State taxes GTE-NW estimates
will be paid on the sale of exchanges (for each exchange and
the total), and all other information and calculations to
determine said taxes.

5. The net gain on the sale, before taxes, and after
taxes, and all data, information and calculations used to
determine said values.

6. All other data, information and calculations used to
determine the sales price, and the components thereof,
including all transaction costs (by exchange and totals),
which has been submitted as proprietary information in this
Docket.

A hearing on the Order to Show Cause was set for April 13, 1994, at

9:00 a.m. at the Commission offices in Helena.

19. On March 23, 1994, the Commission received a Joint Motion to

Reschedule the hearing in Docket Nos. 93.7.30 and 94.1.9.  The Motion

filed by

GTE-NW and Citizens Tel requested that the hearing be rescheduled to

dates approximately forty-five days later.  The reason for the request

was so that the Joint Applicants could respond to recent developments

in regard to network upgrades that were the subject of the complaint

in Docket No. 94.1.9.

20. On March 24, 1994, MCC filed comments on the Joint

Applicants= Motion to reschedule the hearing.  MCC noted that witness

Allen G. Buckalew opposed the sale as proposed by the Joint

Applicants, but stated that the sale could be structured to benefit

all parties.  His proposal was that the Commission order a sharing of

the gain requiring GTE-NW to upgrade facilities and service in its

service territory (or put funds in escrow for that purpose) and credit

the ratepayers with the cost.  MCC was prepared to proceed with the

hearings as scheduled and litigate the proper amount and disposition
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of the gain on the sale as well as the public interest issue.  If, as

a result of the proposed forty-five day delay, the Joint Applicants

could present an acceptable plan and commitment to upgrade the

facilities and service, and an acceptable proposal on disposition of

the gain, then it might be possible to conclude this case by

stipulation.  Given that possibility, MCC did not oppose the Joint

Motion to delay the hearings.

21. On March 24, 1994, the Commission issued a Notice of

Commission Action which indicated that the hearing in these Dockets

would be rescheduled for dates approximately 45 days from March 24.

22. On March 28, 1994, the Commission issued an amended Notice

of Hearing.  That Notice rescheduled the hearing on its Order to Show

Cause to

April 19, 1994, at 9:00 a.m.

23. On April 14, 1994, GTE-NW  filed a Motion for a Continuance.

 In the Motion, GTE-NW stated that the Company would not contend the

material referenced in the Order to Show Cause was proprietary based

on the particular facts surrounding this case and the treatment given

this type of information by the Commission to other utilities.  GTE-NW

and Citizens Tel were discussing system upgrade and service

improvements to address concerns raised by customer petitions.

24. On April 19, 1994, a hearing was held on the Commission=s

Order to Show Cause.  At that hearing GTE-NW indicated that the

Company no longer contended that the information described in the

Order to Show Cause was proprietary.  On the same day, GTE-NW filed a
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letter which confirmed that the information would no longer be

proprietary.

25. On June 27, 1994, the Commission issued a Notice of Public

Hearing.  That Notice indicated that there would be a hearing in Troy

on July 18, 1994, at

7:00 p.m. to consider the Todd complaint.  It set the technical

hearing in Docket No. 93.7.30 at 9:00 a.m. beginning on July 19, 1994,

in Libby with an evening meeting at 7:00 p.m. that night.  Finally, a

third evening meeting was set for July 20, 1994, in Eureka at 7:00

p.m.

26. On July 12, 1994, GTE-NW filed a letter with the Commission

which indicated that Ryan Gaddy (who was supposed to adopt the direct

testimony of John P. Blanchard) would be replaced at the hearing by

Barry Johnson.

27. On July 14, 1994, Citizens Tel filed a letter with the

Commission which indicated that Aloa Stevens would be adopting the

direct testimony of Robert Crum at the hearing.  In addition,

Robert O=Brien would adopt the direct testimony of Mark Shine.

28. On July 18-20, 1994, hearings were held in Troy, Libby and

Eureka pursuant to the Commission=s Notice of Hearing of June 27,

1994.

29. On July 26, 1994, the Commission issued a Notice of Staff

Action which established the briefing schedule in Docket No. 93.7.30:

August 22, 1994: Briefs due from GTE-NW and Citizens Tel.
September 7, 1994: Briefs due from all other parties.
September 26, 1994: Reply briefs due from GTE-NW and

Citizens Tel.

The briefing schedule was later suspended by staff action.
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30. On August 22, 1994, the Commission received a stipulation of

the sale docket signed by GTE-NW, Citizens Tel and the Montana

Consumer Counsel.  A copy of the stipulation is appended to this Order

as Attachment A.

31. The stipulation provides that after the closure of the sale,

Citizens Tel will construct and install facilities in the exchanges

sufficient to provide single party service to all customers and will

convert the central offices in the Eureka and Libby exchanges to

digital technology.  During the first construction season after the

closing of the sale, Citizens Tel will accomplish outside plant

upgrades in the Troy exchange and upgrade all multi-party customers to

single party service in that exchange.  All other central office and

outside plant improvements will be made as expeditiously as possible

within three years from the closing of the transaction.  As central

offices are converted to digital switching and multi-party service is

eliminated in each exchange, Citizens Tel will eliminate recurring

mileage charges.  There will be no nonrecurring service charges to

customers for these upgrades.

32. It is estimated by Citizens Tel that the cost of these

upgrades on a total state basis will be $5.85 million.  The

stipulation provides that the original cost of the intrastate portion

of the network upgrades shall be deemed to be $2.5 million less than

the actual cost.  This amount will be specifically applied as capital

contributed to the outside plant construction portion of the upgrade

project, and will be amortized consistent with the depreciation of

such plant.  In rate cases, the unamortized amount will be used to
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reduce Citizens Tel=s rate base.  Based upon the estimated cost of the

modernization program the Montana intrastate rate base will increase

by $1.361 million calculated as follows:

Total State Plant Cost $5.85
X Intrastate Separation   .66
Intrastate Plant Cost     $3.861
Less: Capital Contributed  $2.5
Net Intrastate Rate Base $1.361

Commission Decision

33. This is a case which began when GTE-NW and Citizens Tel

filed a Joint Application for a transfer of GTE-NW's three Montana

exchanges (Eureka, Libby and Troy).  After the testimony of the

applicants and MCC was filed, the Commission received the Todd

complaint which requested the elimination of multi-party service at

reasonable rates.  During the public hearings on these matters, the

Commission learned that the level of service in these exchanges was

simply not meeting the expectations of the consuming public.  Over and

over public witnesses described their frustration with the level of

service being provided.  The level of dissatisfaction has convinced

the Commission that action to improve service in these exchanges is

necessary.  There are two courses of action which are open to the

Commission at this time to improve service in these exchanges.  The

first is to reject the stipulation, and order GTE-NW to improve

service in these exchanges.  However, there are serious concerns with

proceeding down that path.  First, if the agreement were rejected, the

capital contribution of $2.5 million would vanish.  Second, based on

the record compiled in Docket No. 93.7.30, it is very unclear when the
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modernization would take place if left to GTE-NW according to GTE-NW=s

testimony.

34. Given those concerns, the Commission turns to the

stipulation presented by the parties.  While the stipulation does not

satisfy the Commission in every detail, it does address all of the

major concerns which the Commission heard expressed at the public

hearings.  The modernization plan will result in the deployment of

digital switching in these exchanges.  That is consistent with the

Commission=s view that analog switches no longer have the capability

to provide reasonable service.  Multi-party service was the biggest

frustration expressed by witnesses at the public hearings.  The

agreement ensures that multi-party service, which is not appropriate

in today=s environment, will be eliminated. Mileage charges,  were

also opposed by customers, and have been a barrier to single party

service in these exchanges.  Mileage charges will be eliminated.  On

balance, the Commission finds that the stipulation represents an

agreement which will dramatically improve the level of service for the

customers in Eureka, Libby and Troy.  Based on the concerns of the

public, the Commission approves the stipulation as being in the public

interest.

In approving the stipulation, the Commission notes that

Citizens Tel has agreed to complete the modernization within three

years of the close of the sale.  The Commission strongly encourages

Citizens Tel to complete the upgrade of the switches in Eureka and

Libby within one year after the close of the sale and to complete the

outside plant upgrades in all exchanges within two years of the close
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of the sale.  Three years is too long to wait for service

improvements.

35. The Commission observes that the local GTE-NW employees who

will now work for Citizens Tel received many positive comments from

customers during the hearings.  As a result of the modernization

program, both Citizens Tel and its local employees will have the

opportunity to demonstrate excellent service to the customers.  The

future holds many opportunities and challenges.  It is up to

Citizens Tel to provide state of the art telecommunications services

and facilities.  The Commission advises Citizens Tel to listen closely

to its Montana customers to determine their needs and respond

promptly.

CONCLUSIONS OF LAW

1. The Commission has jurisdiction over the sale and transfer

of utility assets in Montana.

2. The Joint Applicants GTE-NW and Citizens Tel, provide or

will provide telephone service for consumers in the State of Montana,

and are “public utilities ”  under  regulatory jurisdiction of the

Montana Public Service Commission.

Section 69-3-101, MCA.

3. The Montana Public Service Commission has provided adequate

public notice of all proceedings, and an opportunity to be heard to

all interested parties in these Dockets.  Section 69-3-104, MCA, and

Title 2, Chapter 4, MCA.
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ORDER

1. The Commission approves the sale and transfer of the Eureka,

Libby and Troy exchanges from GTE-NW to Citizens Tel pursuant to the

stipulation signed by GTE-NW, Citizens Tel and MCC.

2. Within three years of the close of the sale, Citizens Tel

will convert the switches in Eureka and Libby to digital switches, and

eliminate multi-party service.  As multi-party service is eliminated,

mileage charges will be eliminated.  As noted above in Finding of Fact

No. 34, the Commission expects the modernization to proceed on a

faster schedule.

3. In the first construction season after the close of the

sale, Citizens Tel shall eliminate multi-party service in the Troy

exchange.

4. This Order approves a stipulation which addresses the issues

raised in the Todd complaint which was assigned Docket No. 94.1.9. 

The Commission will leave Docket No. 94.1.9 open to monitor progress

on the provision of single party service in the Troy exchange.

5. The original cost of the intrastate portion on these network

upgrades will be reduced by $2.5 million, which is a capital

contribution.  No depreciation shall be taken on the capital

contribution.  The capital contribution will be amortized consistent

with the depreciation of the associated plant in service.  In future

rate cases the unamortized amount of the capital contribution will be

used to reduce Citizens Tel=s intrastate rate base.

6. Citizens Tel will adopt the rate base, depreciation rates,

tariffs and contracts in effect for GTE-NW at the time of the closing.
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 Citizens Tel should file compliance tariffs at least four weeks prior

to the closing date.

7. This Order is issued only for the specific facts of this

record.  It does not constitute precedent for any future case.

8. Citizens Tel is to file quarterly reports with this

Commission on the status of the modernization program.  The reports

should detail all work completed, as well as the cost of that work,

any changes to the estimated cost of the program, the work to be

performed in the next quarter, and the expected completion date of the

program.  Detailed work papers should be supplied with the report

which support the costs incurred.  Also, the quarterly reports should

detail all customer complaints and contacts with customers concerning

significant service issues.

9. The Commission will be considerating extended area service

issues in Docket No. 94.2.5.  See “EAS Notice,” Docket No. 94.2.5,

February 11, 1994.  The Troy-Libby route is specifically listed on

Attachment A of the EAS Notice.  The Commission will be considering

the possible elimination of toll charges for many areas of the state

in that Docket.  In addition to the Troy-Libby route, Eureka-Troy and

Eureka-Libby may also be considered.  In addition to its involvement

in Docket No. 94.2.5, Citizens Tel is directed to address the status

of extended local calling in its first general rate case filed after

the closing of the sale.

10. During the transition from GTE-NW to Citizens Tel, special

care must be taken to ensure that customers are not plagued with

billing mistakes.  The Commission directs GTE-NW and Citizens Tel to
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work together closely to avoid any billing problems during the

transition.  Care should be taken to have full communication between

not only GTE-NW and Citizens Tel, but any other local exchange

companies or interexchange carriers who might be affected by the

transaction.  Careful consideration should also be given to sharing

information about the sale with customers on a regular basis during

the transition.

11. The Commission shall be notified immediately of the closing

of the sale by Citizens Tel.

DONE AND DATED this 27th day of September, 1994, by a 3 to 0

vote.
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BY ORDER OF THE MONTANA PUBLIC SERVICE COMMISSION

______________________________________
BOB ROWE, Vice Chairman
Concurring Opinion Attached

______________________________________
DAVE FISHER, Commissioner

______________________________________
NANCY McCAFFREE, Commissioner

ATTEST:

Kathlene M. Anderson
Commission Secretary

(SEAL)

NOTE: Any interested party may request that the Commission reconsider
this decision.  A motion to reconsider must be filed within
ten (10) days.  See 38.2.4806, ARM.



OPINION OF COMMISSIONER ROWE

This opinion discusses three issues:  1.  The role of public

testimony in this case, and the need for ongoing public involvement in

the modernization process. 2.  The relationship of the stipulation to

Lincoln County=s needs, and to the principles I have previously

identified as fundamental in cases concerning sale of utility

property.  3.  The possibility that Citizens Tel might in the future

request an “acquisition adjustment,” based on the difference between

the rate base it is now assuming from GTE and some portion of the

purchase price for those assets.

A.  The Significance of Public Participation in PSC Proceedings.

I have previously argued that the Commission must avoid erring in

either of two directions.  On one extreme, the Commission must not

simply follow public opinion in making its decisions.  On the other

extreme, public involvement must be more than lip service or window

dressing.  To do the former is to abdicate the Commission=s

adjudicative authority, as well as its responsibility to act on its

expertise in utility regulation and policy.  It also creates the

possibility that parties to cases will abuse the public participation

process by organizing public support for their own position, based on

incomplete information. 1

                    
     1,#FRPPHQG#DOO#SDUWLHV#WR#WKLV#FDVH#IRU#WKHLU#DSSURSULDWH#DSSURDFKHV#WR#WKHVH#LVVXHV=##7KH\
SURYLGHG#DFFXUDWH#LQIRUPDWLRQ#WR#PHPEHUV#RI#WKH#SXEOLF1##7KH\#OLVWHQHG#WR#ZKDW#WKH\#KHDUG/#DQG
UHVSRQGHG#WKRXJKWIXOO\1
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To do the latter, holding public hearings without seriously

considering the testimony, is inconsistent with the constitutional

requirement of public participation in government (Montana

Constitution, Article II, ' 8).  The correct approach is to subject

public testimony to the same weighing as other evidence.  Public

testimony is particularly relevant to issues of service quality,

service needs, rate design, and rate impact, and should be weighed

along with other relevant evidence.  That is what the Commission did

in this case.

The public participation process worked exceptionally well in

this proceeding.  Before the hearing, I distributed to the parties

correspondence from members of the public concerning Lincoln County=s

needs.  This helped shape proposals parties offered in the case. 

Public testimony received at the hearing was thoughtful, detailed, and

well-informed. This testimony had a strong effect on the eventual

shape of the stipulation the Commission is now approving.  Had the

Commission not approved the stipulation, public testimony would have

also provided a basis for the Commission to aggressively pursue

modernization through other means. 2

                    
     2,W#LV#QRWHZRUWK\#WKDW#SXEOLF#WHVWLPRQ\#ZDV#FRQVLVWHQW#ZLWK#WKH#KLHUDUFK\#RI#WHOHFRPPXQLFDWLRQV
LQYHVWPHQW#DGYRFDWHG#E\#H[SHUWV#LQ#UXUDO#GHYHORSPHQW1##7KH#“ $VSHQ#5HSRUW/” #(1#3DUNHU/#5XUDO#$PHULFD
LQ#WKH#,QIRUPDWLRQ#$JH#+4<;<,#OLVW#WHQ#JRDOV#IRU#UXUDO#VHUYLFH1##,Q#RUGHU/#WKH\#DUH=##41##0DNH#YRLFH#JUDGH
VHUYLFH#DYDLODEOH#WR#DOO1##51##0DNH#VLQJOH0SDUW\#OLQH#DFFHVV#WR#WKH#VZLWFKHG#QHWZRUN#DYDLODEOH#WR#DOO1##61#
,PSURYH#TXDOLW\#VXIILFLHQWO\#WR#DOORZ#UDSLG#DQG#UHOLDEOH#WUDQVPLVVLRQ#RI#GDWD#DQG#IDFVLPLOHV1##71##3URYLGH
HTXDO#DFFHVV#WR#ORQJ#GLVWDQFH#FDUULHUV1##81##3URYLGH#ORFDO#DFFHVV#WR#YDOXH0DGGHG#QHWZRUNV1##91##3URYLGH#<44
VHUYLFH#ZLWK#DXWRPDWLF#QXPEHU#LGHQWLILFDWLRQ1##:1##([SDQG#PRELOH#VHUYLFH1##;1##3URYLGH#WRXFK#WRQH#DQG
FXVWRP#FDOOLQJ#VHUYLFHV1##<1##3URYLGH#ORFDO#YRLFH#PHVVDJLQJ#VHUYLFH1##431##3URYLGH#WKH#VDPH#VHUYLFHV#ZKLFK
EHFRPH
JHQHUDOO\#DYDLODEOH#LQ#XUEDQ#DUHDV1##7KH#UHVROXWLRQ#RI#WKLV#FDVH#ZLOO#GLUHFWO\#SURYLGH#IRU#WKH#PRVW
LPSRUWDQW#HOHPHQWV#RQ#WKLV#OLVW/#DQG#ZLOO#OD\#WKH#IRXQGDWLRQ#IRU#DFKLHYLQJ#VHYHUDO#RWKHUV1
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The sale presents both Lincoln County and Citizens Tel with

tremendous opportunities.  For these to be realized, public

participation will continue to be important.  That is why we held

informal meetings in Eureka, Troy and Libby after the stipulation was

initially approved.  That is also why the Order calls for periodic

reports on implementation.  These will allow both the Commission and

members of the public to monitor Citizens Tel=s performance on an

ongoing basis.

As a result of public participation in this case, Citizens Tel

knows an unusually great deal about its Lincoln County customers and

their service needs.  It knows many of its customers by name. 

Citizens Tel has earned respect for its performance to date.  Now, it

is up to citizens in each community of Lincoln County to hold Citizens

Tel accountable, and ensure that the promise of this transaction is

realized.  Personally, I look forward to working with Lincoln County

citizens to ensure this happens.

B. Merits of the Stipulation.

Each of the three telephone exchanges which are a part of the

transaction have different primary needs.  The challenge was to craft

an approach which maximized the benefit for customers in the whole,

based on the record in this case. 3  The stipulation and order do this.

                    
     3,PSURYLQJ#WKH#V\VWHP#ZLOO#EHQHILW#QRW#RQO\#WKH#LQGLYLGXDO#FXVWRPHUV#ZKR#UHFHLYH#VLQJOH#SDUW\
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VHUYLFH#RU#DFFHVV#WR#D#GLJLWDO#VZLWFK/#EXW#ZLOO#DOVR#SURYLGH#EHQHILWV#WR#RWKHU#FXVWRPHUV#DQG#WR#/LQFROQ
&RXQW\#JHQHUDOO\/#E\#LPSURYLQJ#WKH#QHWZRUN#RI#FRPPXQLFDWLRQV#EHWZHHQ#DOO#FXVWRPHUV/#DQG#OD\LQJ#WKH
IRXQGDWLRQ#IRU#IXUWKHU#FRPPXQLW\#GHYHORSPHQW1
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Previously, I have stated my conviction that where ratepayers

have shouldered the economic burden of utility property and faced the

risk of loss on that property, they should be entitled to the gain on

the sale of that property.  Simultaneously, I recognized the

appropriateness of principled compromise, and suggested avenues for

reaching settlement. 4  For purposes of this case, the stipulation we

are approving at least minimally meets these conditions.  Customers

will pay neither depreciation nor interest on $2.5 million in new

plant provided to serve their needs, essentially treating this amount

as capital contributed by customers.

The stipulation produces tangible benefits to customers, which,

because of the $2.5 million contribution, could not be achieved by a

Commission order.  It does so primarily by application of the Federal

Communications Commission “separations” process, through which phone

company plant and expenses are apportioned between intrastate

jurisdictional activities over which state commissions have regulatory

authority and interstate nonjurisdictional activities over which

states lack authority. 5  For GTE, 66 percent of its Montana plant and

expenses are assigned to intrastate service.  As Finding of Fact No.

32 of the order explains, the entire $2.5 million will be applied to

reduce the amount of new investment for which intrastate customers

would otherwise be responsible, as follows:

                    
     4'LVVHQWLQJ#RSLQLRQ#LQ#86#:HVW#&RPPXQLFDWLRQV#'RFNHW#1R1#<6181561

     5:KHWKHU#DV#JHQHUDO#SROLF\#FXVWRPHUV#VKRXOG#VKDUH#RQO\#LQ#WKH#LQWUDVWDWH#SRUWLRQ#RI#JDLQ#ZDV#QRW
GLUHFWO\#DGGUHVVHG#LQ#WKLV#FDVH1##,W#VKRXOG#EH#QRWHG#WKDW#ZKLOH#LQWHUH[FKDQJH#FDUULHUV#PRQLWRUHG#WKLV#FDVH/
WKH\#GLG#QRW#RIIHU#WHVWLPRQ\1
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Total investment in new plant $5.85 million
X intrastate separation .66
Intrastate plant cost $3.861 million
Minus Capital Contribution $2.5 million
Net intrastate rate base $1.361 million

Two and one-half  million dollars is approximately half of the net

intrastate gain on the sale. 6  The approximately 7,000 customers would

have been much more hard-pressed to pay for these essential

improvements had their contribution to the system not been so directly

recognized.

                    
     61HW#JDLQ#RI#':1<#PLOOLRQ#WLPHV#99#SHUFHQW#)&&#VHSDUDWLRQ#IDFWRU#HTXDOV#LQWUDVWDWH#QHW#JDLQ#RI
'815#PLOOLRQ1

C.  Acquisition Adjustment.
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Citizens Tel has asked that it be allowed to request rate

treatment of the acquisition adjustment in a future rate case if the

Company can demonstrate significant customer benefits which have

resulted from the transaction. 7  The Consumer Counsel opposed this

approach.  The Commission properly elected not to address the issue: 

Because an actual request for an acquisition adjustment was not before

it, anything the Commission might say in its order would be dictum. 

However, because the issue is of potential significance both to

Citizens Tel and to Lincoln County customers, I personally believe it

is worth advising them of the Montana Commission=s policy, and of my

own views.

                    
     7&LWL]HQV#KDV#FDUHIXOO\#DYRLGHG#VD\LQJ#LW#“ ZLOO” #UHTXHVW#DQ#DFTXLVLWLRQ#DGMXVWPHQW/#EXW#KDV#DVNHG
WKDW#WKH#RSWLRQ#QRW#EH#IRUHFORVHG1
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It has long been the policy of the Montana Public Service

Commission to deny acquisition adjustments.  The reason for the policy

is easy to understand.  Once property is dedicated to utility service,

that property enjoys the status of being included in a utility=s rate

base.  As part of a utility rate base, property earns a return on that

investment as well as a return of that investment through the

application of depreciation rates.  In return for their special status

(monopoly power and the opportunity to earn a reasonable rate of

return), utilities are required to meet their obligation to serve and

to provide reliable service at the lowest reasonable cost.  Once

property is dedicated to service as utility property, the only value

associated with that property that is appropriate for ratemaking is

the original cost less depreciation.  The original cost concept was

established to minimize potential financial wrongdoing, such as

increasing property values through resales among subsidiaries of a

parent holding company=s organization. 8  These speculative transactions

harm ratepayers.

In the recent U S West Communications Docket No. 93.5.23, where U

S West sold 60 of its Montana exchanges to a group of purchasing

companies, the purchasing companies paid 1.7 times net book value for

the exchanges.  In that case the purchasing companies stated that they

would never seek recovery of an acquisition adjustment.  That decision

                    
     8-DPHV#(1#6XHOIORZ/#7KH#5ROH#RI#$FFRXQWLQJ#LQ#3XEOLF#8WLOLWLHV/#068/#0LFKLJDQ/#4<:6/#S1#5;1



*7(2&LWL]HQV#'RFNHWV#<61:163#)#<7141<22UGHU#1R1#8:64F/#5RZH#2SLQLRQ 3DJH#<

by the purchasing companies was a key element of the approval of that

purchase by this Commission. 9

During the hearing in this case, Citizens= witness Mr. O=Brien

agreed during cross-examination that the State of New York had denied

a similar request.  In this case, the purchase price represents a

multiple of net book value even higher than was paid in the U S West

case (2.3 versus 1.7). 10 

                    
     9

” 7KH#3XUFKDVLQJ#&RPSDQLHV#KDYH#DJUHHG#WR#H[FOXGH#DQ\#DQG#DOO#SODQW#DFTXLVLWLRQ#DGMXVWPHQWV
IRU#SXUSRVHV#RI#LQWUDVWDWH#DQG#LQWHUVWDWH#SULFH#VHWWLQJ1##3UHVXPDEO\/#WKLV#LQFOXGHV#DOO#GLUHFW#DQG#LQGLUHFW
LPSDFWV#IURP#SD\PHQWV#ZKLFK#H[FHHG#WKH#QHW#ERRN#YDOXHV#RI#WKH#93#H[FKDQJHV1” ##'HFODUDWRU\#5XOLQJ/#S1
81

     10$Q#DUJXPHQW#FDQ#EH#PDGH#WKDW#LQ#RUGHU#WR#GLVFRXUDJH#VSHFXODWLRQ/#WUDQVIHUV#RI#XWLOLW\#SURSHUW\
VKRXOG#QHYHU#EH#DSSURYHG#DERYH#QHW#ERRN1##6XFK#D#SROLF\#ZRXOG#HQFRXUDJH#ERWK#SXUFKDVHU#DQG#VHOOHU#WR
HYDOXDWH#WUDQVDFWLRQV#EDVHG#XSRQ#ZKLFK#SDUW\#LV#EHVW#DEOH#WR#RSHUDWH#WKH#SURSHUW\/#HQKDQFLQJ#RYHUDOO
QHWZRUN#HIILFLHQF\1##7KH#SROLF\#RI#QRW#DOORZLQJ#DFTXLVLWLRQ#DGMXVWPHQWV#VHUYHV#WKH#VDPH#HQG/#IRUFLQJ#WKH
SXUFKDVHU#WR#DVN#ZKHWKHU#RU#QRW#LW#ZLOO#EH#DEOH#WR#RSHUDWH#WKH#SURSHUW\#DV#ZHOO#RU#EHWWHU#WKDQ#WKH#VHOOHU1

7KH#UDWLR#RI#SXUFKDVH#SULFH#WR#QHW#ERRN#ZDV#SHUKDSV#OHVV#RI#DQ#LVVXH#LQ#WKLV#FDVH#WKDQ#LQ#WKH#8#6
:HVW#FDVH#EHFDXVH#KHUH#WKH#0RQWDQD#WUDQVDFWLRQ#LV#RQH#SDUW#RI#D#PXFK#ODUJHU#SXUFKDVH1##,I#WKH#SXUFKDVHU
LV#RYHUEXUGHQHG/#LW#ZLOO#EH#EHFDXVH#LW#SDLG#WRR#PXFK#RYHUDOO/#QRW#MXVW#LQ#0RQWDQD1

Approval of the sale in this case rests on the net book value of

the GTE-NW rate base.  The $2.5 million customer contribution would be

negated by any future acquisition adjustment.  If Citizens Tel were to



*7(2&LWL]HQV#'RFNHWV#<61:163#)#<7141<22UGHU#1R1#8:64F/#5RZH#2SLQLRQ 3DJH#43

include an acquisition adjustment in rates, the entire transaction

would fail the test of reasonableness. 

Citizens Tel would be gravely mistaken to rely on including an

acquisition adjustment in rates in this jurisdiction.  In my view, the

Commission=s policy against that type of ratemaking is clear.

RESPECTFULLY SUBMITTED this 27th day of September, 1994.

___________________________
BOB ROWE
Vice Chairman


